[No. 75] 
REAL-ESTATE PROCEDURES 


oF REPRESENTATIVES, 
CoMMITTEE ON ARMED SERVICES, 
SUBCOMMITTEE ON Estate anp CoNnsTRUCTION, 
Washington, D. C., Thursday, March 18, 1954. 

The subcommittee met at 10 a. m., the Honorable Paul Cunning- 
ham (chairman of the subcommittee) presiding. 

Mr. CunnincHam. The subcommittee on Real Estate and Con- 
struction will be in order. 

Let the record show that a quorum is present. 

The hearing this morning is a very important one and one which I 
have been intending to hold for some time. 

Doubt has been expressed, on occasion, as to the accuracy of ap- 
praisals made by the military department and in this field, we are 
going tpahave this morning a discussion of the appraisal procedures 
ofthe iMitary departments and the qualifications of their appraisers. 

terthat the witnesses will discuss present procedures relating to 

= thé taki of options and whether there is a need for legislation to 
(x, allow a Hyoadening of the authority which the department now has 
© in this arta. 

S LastlySand this is a matter which has been of particular interest 
to nie, we, will have a discussion of whether the Government should 
‘be its ows insurer in those cases where it leases a whole structure. 

We will take up, therefore, first the question of appraisals. Mr. 
Knott of the Office, Chief of Engineers, Mr. Dudley of the Bureau 
of Yards and Docks, and Colonel Price of the Department of the Air 
Force are here. 

We will be glad to hear from you gentlemen, whichever one of you 
wishes to speak first, or all together, or any way you want to do it. 

Mr. Knorr. Mr. Chairman. 

Mr. Cunnincuam. Mr. Knott. 

Mr. Knorr. The Department of the Army, as you know, through 
the Corps of Engineers, has responsibility for acquisition of real 
estate for the Army, both military and civil projects, for the Air 
Force, and for the Atomic Energy Commission. Because we, too, 
appreciate this occasion to present to you some of our procedures and 
processes, 1 have asked Mr. George F. Meier, who is the Chief of our 
Real Estate Division, to come with me this morning and to outline 
in a general way what our procedures are that led up to the acquisi- 
tion of land, and after that, we would be glad to answer any of your 
questions that you would like to put to us. 

Mr. Cunnincuam. Thank you, Mr. Knott, and I want to say in 
my original statement I referred to the Army, more than anyone else, 
who was interested in these same questions as the Navy, Air Force, 
or any branch of the Armed Service. Will you proceed first? 
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Mr. Meter. Mr. Chairman, what I would like to do first is outline 
the procedures relating to the acquisition of land by the Corps of 
Engineers with particular emphasis on the appraisal process. These 
procedures which govern our acquisition program have been developed 
over a period of 15 to 20 years and more or less on a trial and error 
basis. There is no one individual who is responsible for these pro- 
cedures. We feel that they are sound, but not perfect. 

We are constantly trying to improve our procedures and our proc- 
esses, not only the small group that we have in the Office, Chief of 
Engineers, but through our field organization as well. 

We constantly receive suggestions for improvements in these pro- 
cedures, so that they represent the best thinking of our real estate 
organization in Washington and in the field. 

These procedures—well, first, a site selection or the area of land 
which is required for a project: It is the primary responsibility of the 
using service, the Chief of Transportation or the Chief of Ordnance 
or the Air Force, as the case may be, to make the site selection. There 
is real-estate representation on these site boards and it is the responsi- 
bility of the real-estate representative to advise and counsel other 
members of the site board with respect to real estate problems and to 

oint out Government-owned land that might be in the locality which 
is susceptible of being used for the particular purpose. 

Mr. Harpy. Now who does that? Excuse me for the interruption. 
ae it doesn’t interrupt you too much, but I would just like to 

ow 

Mr. Meter. The real estate representative on the site board, who 
is generally a planning man or an appraiser from the district, our 
district field organization. 

Mr. Harpy. He would be attached to your district office, district 
engineer’s office? 

Mr. Meter. That is correct, sir. 

Mr. Harpy. And that is your planning—site planning board, is 
that what you called it? 

Mr. Meter. They call it a site board, which is composed of mem- 
bers of the using service. For example, if it is transportation, there 
would be a transportation representative, engineering representa- 
tive 

Mr. Harpy. Let’s be specific. In the case of Norfolk, who would 
that man be? 

Mr. Macx. Washington district and Norfolk district. 

Mr. Meter. There was a coordinated effort there with the Norfolk 
district and the Washington district. 

Mr. Harpy. I hope I am not interrupting here, Mr. Chairman, but 
I would like to understand the thing as we go along because I think 
it is very important. 

Mr. Cunnincaam. It has to be located in Norfolk for you to under- 
stand it? 

Mr. Harpy. I think I would understand it. I know the people 
down in the Norfolk office. I was just wondering who this individual 
might be so I could pinpoint the responsibility. 

‘ow, for instance, Mr. Forrest Baum, I wonder if he happened to 
be the man that is on your site board. 

Mr. Meier. Yes, I am pretty sure Baum is, 

Mr. Knorr. That is right. 
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Mr. Harpy. Then is he supposed to know all of the sites which 
would be available, possibly, in other governmental ownership? 

Mr. Meter. That is correct. 

Mr. Harpy. So that if land had to be acquired, then he would be 
expected to know where the Navy or the Marine Corps or the Air 
Force had any land that might be available for use by the Army or 
any other service? 

Mr. Meter. Yes, sir. 

Mr. Harpy. How well does it work? 

Mr. Meter. Sir? 

Mr. Harpy. How well does that work? 

Mr. Meter. Generally, it works out pretty well, sir. 

Mr. Harpy. Well—I didn’t expect to get much more of an answer. 
Excuse me. That is what I primarily wanted to get at. 

Mr. CunnincHam. That is allright. Thisisadiscussion. We will 
all have a lot of questions. Go ahead, Mr. Meier. 

Mr. Meter. Once the site has been selected, it becomes the respon- 
sibility of the Corps of Engineers to prepare a real-estate plannir 
report. This real-estate planning report includes various data an 
information, including the character of the land, its topography, its 
accessibility, its present use, its highest and best use, and other features 
such as drainage and irrigation. Included in this planning report is 
a list of comparable sales of comparable properties. 

Mr. Cunnineuam. Do you mind being interrupted, Mr. Meier? 

Mr. Meter. No, sir. 

Mr. Cunntnenam. Could you at that point tell us a little about 
what steps are taken to prevent an artificial increase in the price by 
the landowners when we start in on a project, or is it possible to do 
anything to prevent that? The mere fact that the knowledge gets 
out that the Government is interested in going into a particular 
locality will of itself increase the value or the asking value by the 
owners. 

I just wonder what you are able to do to prevent that, if you are 
able to do anything. I realize it is a problem. 

Mr. Meter. We do have regulations, Mr. Chairman. I would 
like to read it in the record. 

No publicity of any kind will be given or information divulged concerning the 
surveys or studies to be made. Persons conducting surveys will not be in uni- 
form or use Government transportation that is distinctly marked and will exercise 
every precaution to avoid the identification of their mission. Findings should 
be classified to the degree the contents warrant. In no case will information be 
released which might result in the acquisition of property by unauthorized persons 
to the subsequent disadvantage of the United States. 

That is the regulation, but I doubt whether the United States by 
any means can prevent an inflationary value in real estate caused by 
someone’s knowledge that we might acquire land. We do everything 
we can not to divulge the information. 

On the other hand, once the project has been authorized, any 
inflationary or any speculative increase after the date of authorization 
is not reflected in an appraisal. 

Mr. Harpy. Now that being the case, Mr. Chairman, that brings 
us into some rather long-time complications; doesn’t it, if it is based 
on the time that the project is authorized? 

Mr. CunninGHAM. The question is you can’t get it for that price, 
then, as to what the value was at the time it was authorized, even 
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if you go into court on condemnation. It is not your fault. What 
we are trying to do is seek some way, if there is a way, to prevent it. 

Now may I make this illustration. You mentioned surveying. 
The mere fact that surveyors go out with their levels and transits 
and their rods, and so forth: These farmers and people who live in 
the vicinity know what is going on. They start talking among 
themselves. 

If you will pardon the interruption. About 15 or 16 years ago 
there was one of these huge dams that was authorized to be built in 
my State. Now it has never been built. I don’t know whether it 
ever will be or not. There has been about a million dollars spent on 
survey and fellows going over there and relocation of the site, and all 
that sort of thing. Now a lot of the land that would be inundated 
by water at the time this was authorized was then selling for about 
$10, $15 an acre. I will bet you today or any time since that was 
started any jury you could get in that locality would award it up- 
ward of $100 or more an acre and require the Federal Government to 

ay it. 
. And yet the Federal Government by its mere authorization and 
going out there to survey—and this hasn’t anything to do with the 
Army. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Cunnrncuam. I don’t know any way it could be prevented. 

Mr. Merer. Mr. Chairman, the suggestion has been made that 
perhaps we should secure options. I would like to reserve discussion 
on that until we go through this general outline. 

Mr. Cunnincuam. O. K. That has been discussed before by this 
committee. Go ahead. 

Mr. Harpy. Might I follow just a little bit on what you bring out 
there? 

Mr. CunninGuam. Yes. 

Mr. Harpy. As a matter of fact, Mr. Meier, isn’t it virtually 
impossible to do anything much about keeping your actual price in 
line with your appraisal at the time a project is authorized? I am 
just thinking—I mentioned Forrest Baum a while ago and I think 

‘orrest Baum is a very capable and conscientious individual doing the 
best job he can do. But he is up against a terrific problem when he 
gets a project that is authorized 3 or 4 years before he can begin buying 
the land and he goes out and makes the surveys and he estimates his 
price on the basis of what his values are at the time he first goes in 
there and then it is 3 or 4 years before he can buy a foot of land, and 
you know in the meantime there is going to be a lot of changes take 
place. 

You know very well that your regulations are impossible of per- 
formance. 

Mr. Meter. Sometimes that is true, Mr. Hardy. In other instances 
it is not. In some areas the landowner finds it difficult to find a 
buyer for land which we are going to acquire. He also finds it difficult 
to rent it out to a crop tenant. 

Mr. Harpy. Yes, but he can make every effort to do it. 

Mr. Merer. It works both ways. 

The estimate of cost that we make at the time of preparing this 
real estate planning report—and I would like to emphasize this—is 
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not the price upon which we buy an individual tract of land. This 
real estate planning report is an overall estimate of the cost. It does 
include classification of the land. It includes the unit price per acre, 
and it includes an estimate of the value of improvements. 

The planning report is made anywhere from a year to 2 years prior 
to the date we have authorization and funds in hand to actually buy 
the land. At that time we make detailed tract appraisals of each 
tract, in which every element of value is given consideration. 

That is the appraisal upon which we negotiate the purchase of the 
land. You might ask the question: ‘Well, why don’t vou make tract 
appraisals when you prepare your real estate planning report?” 

Well, my answer to that, sir, is that from September 1951, the date 
of title VI, through June 30, 1953, our field organization prepared 
1,600 real estate planning reports, of which 75 percent of them were 
discarded. Of approximately 400 that were authorized involved 
10,000 individual ownerships. 

Mr. Harpy. I certainly wouldn’t have raised that question, Mr. 
Chairman, I mean this business of making these individual plans. I 
think we are eventually going to get back to this question of options 
before we get through with it. 

Mr. Merer. Yes, sir. 

Mr. Harpy. But I am thinking in terms of the fact—and this is 
something that you probably can’t do anything about—that fre- 
quently between the time that you make your original estimate, the 
nature of the improvements on that land will change, between the 
time you make 

Mr. Meter. That is correct, sir. 

Mr. Harpy. The time you make the original estimate and the 
time vou are ready to acquire it. 

Mr. Meter. There is nothing we can do about it. 

Mr. Harpy. Maybe that is true. If that is the case, I think it is 
something that needs to be explored. But I can think of 1 project 
that you are going to pay 5 times what you originally estimated it 
would cost you. 

Mr. CunnincHAM. That brings us to the question: Is there any 
way we can work out any plan whereby we can prevent the Govern- 
ment from paying that unearned increment or increase in price 
between the time the first estimate and the time we have to buy it. 

Now the option idea is the only one up to date that I have been 
able to think of and I was happy to hear you express it where we 
might protect ourselves. 

Mr. Meter. Well, Mr. Cunningham, these statistics I just gave 
you were for the purpose of indicating what the cost might be if we 
were—and we would require legislation—to obtain options. On the 
1,600 planning reports, if we had gone out and attempted to obtain 
options of individual ownerships, it would have cost us on an average— 
and it is a conservative estimate—of $100 per tract. 

Mr. CunNINGHAM. $100 per tract? 

Mr. Merer. That is correct. First of all, we have to have a 
description of the land. We have to have some semblance of title 
evidence. We have to make an appraisal and we have to negotiate. 
That all costs money, and I think $100 is conservative. 
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Mr. Cunnineuam. And you have to give the owner something for 
the option. 

Mr. Meter. That is correct. 

Mr. CunninGHAM. Maybe a dollar or $10, but you have to give 
him some consideration. 

Mr. Meter. Yes. But, Mr. Chairman, if we had done that in this 
particular group of planning reports, we would have spent approxi- 
mately $4 million, of which we would only have received a benefit of 
about $1 million, because there are approximately 10,000 tracts 
that have been authorized for acquisition. 

Mr. CunnineGuam. Now, I think we are getting down to the meat 
of the coconut. If we go out and spend $4 million to do that and 
then don’t go ahead with some of these projects, the criticism we 
would get would be terrific, even though by p or it we might save 
$100 million in the long run. 

Mr. Meter. Well, I wouldn’t dispute your figure, but I question 
very much whether there would be $100 million involved. 

Mr. CunninGuam. I think it would easily, in the amount we are 
buying and the extra price we are paying for some of them. 

Mr. Kevuener. | think, Mr. Chairman-—— 

Mr. Cunnincuam. Mr. Kelleher. 

Mr. Kewtvenuer. I think that probably the option price that you 
would get at the time would not be so substantially below the amount 
that you would ultimately pay without an option that you would 
make a saving quite in the order of what you mentioned. 

I don’t think even on today’s market, which has been until recently 
a rising market, that there would be—oh, I don’t know what percent- 
age, but perhaps 25 percent would be the outside saving that you 
would make. I have no idea actually what it would be. But I 
think that is an important matter. 

In other words, you don’t make fabulous amounts by getting 
options, although you might in individual cases save a substantial 
amount. 

Mr. Merer. Well, when we go over to an option—— 

Mr. Cunnineuam. Just a moment, please. What would we have 
saved at Carswell if we would have taken the option 18 months 
earlier? 

Mr. Ketviener. That, of course, I think is a startling and out- 
standing example. I doubt that that would obtain throughout the 
United States. 

Mr. Cunnincuam. No, but I think your percentage is low, Mr. 
Kelleher. 

Mr. Bates had a question. 

Mr. Bares. I was wondering: You said 75 percent of these original 
surveys were rejected. 

Mr. Meter. Planning reports. They were sifted for essentiality, 
some were considered and others were discarded. Finally the Army 
and the Air Force came up with their 54 program and now their 55 

r. Bates. That was on your total studies. 

I wondered if there was any way in which you can establish a 

waged list, where you know certain things above other things will 
e completed, and whether on the sotablishentas of priority list you 
can perhaps get into this area of options. 


3939 


Mr. Merger. You mean, Mr. Bates, a priority list for construction 
and acquisition? 

Mr. Bates. Yes. 

Certain things may be in the back of your mind, and other things 
may be in the forefront of your mind, and certain things may be 
desirable and certain things might be absolutely necessary now. 

Perhaps if you could break down a list like that, then you could go 
ahead and get options on these things that you know you are definitely 
going through with. 

Mr. Meter. Well, Mr. Bates, not trying to evade the answer to 
your question, but when you speak about getting options you are 
presupposing that there is going to be an increase in the land values. 

Mr. Bares. Not necessarily —well, on the question of options, that 
is right. 

Mr. Meter. The only purpose of getting it is to save money. 

Mr. Bares. Yes. 

Mr. Meter. So you are presupposing there is going to be an increase 
in the land values. Now, we know today that land values are static 
and that the trend is for a dip down. So that if you take an option 
at today’s market value, perhaps the value of the property will be 
25 percent less than at the time of actual purchase. 

Now, in that connection, I have with me, on my right here, Mr. 
Alexander 

Mr. CunninGHAM. Would you object to a question there? 

Mr. No, sir. 

Mr. Cunnincuam. I think you are going about this thing errone- 
ously. The mere fact that it becomes known that the Government 
is going in there: There will be no dip anywhere in the United States, 
when a Government project is going in, and I don’t care how static 
the land value is and how much the downward trend is at that time. 
That will reverse it and in the long run we will pay more. I have 
watched too many of them. 

Mr. Meter. Mr. Chairman, again it works both ways. We have 
actual experience that landowners have complained that they can’t 
sell their land, that they can’t rent it, they can’t derive any income 
from it, because of our authorized project and we are not ready to go 
ahead and acquire the land. 

Mr. Cunnrncuam. But does it necessarily follow that they would 
sell it to you for a less amount than your original appraisal for that 
reason? 

That is the point. 

I know that situation prevails. It prevails along the river in lowa 
now, where this dam has been authorized. Farmers tell me that “We 
don’t know what to do, we don’t know whether to go ahead or not. 
We want to know one way or the other.” 

Mr. Meter. Mr. Chairman, in all fairness to the landowner and 
mee ny the interests of the United States, the market value of the 
and for an authorized project is fixed as of the date the project is 
formally authorized by Congress. And that is the value on which 
our tract appraisals would be based, taking into consideration any 
legitimate increase in value since the date of authorization, but not 
any speculative value. 

Ir. Bares. Mr. Chairman, I would like to continue. 

Mr. CunninGHam. Go ahead, Mr. Bates. 
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Mr. Bares. This question here. I think we have to understand 
exactly what we are trying to do here. It is not a question of what 
we should do at the moment or the difficulties we might face at the 
moment or what type of legislation we should put on of a temporary 
nature. 

We are thinking in permanent terms here, permanent legislation. 
We are not necessarily putting you in a position where you have to 
take an option. We are putting you in a position over the long run, 
where you would have the authority to get an option if you saw fit. 

Now, when you talk about cycles, this wouldn’t influence cycles. 
You would still have the discretion on your own part to determine 
whether or not you want to take an option. That is what I was trying 
to drive at originally. 

Mr. Meter. Yes. 

Mr. Bares. So there are certain circumstances under which you 
would like to buy up today, you would like to get an option, or 
yesterday, or perhaps tomorrow. 

Mr. Oh, yes. 

Mr. Bares. That is all we are trying to drive at here. Obviously, 
there are some places where you prefer not to get an option, where 
everybody would like to unload their property. Obviously, you 
wouldn’t want an option ahead of time there. But there are other 
certain circumstances where you would like to have this authority. 
That is whot we are trying to drive at. I am talking over the long pull. 

Mr. Meter. Mr. Bates, I will agree that legislation which would 
give us a discretion as to when we should take options is desirable. 
But I do feel that if it was mandatory 

Mr. Bares. No, no 

Mr. Merer. It would be a waste of money. 

Mr. Bares. We couldn’t make anything mandatory. It wouldn’t 
make sense. But we have to give discretion to you. And we are 
considering the advisability of doing exactly that, of putting you in a 
real flexible position where you can make the best deal for the Govern- 
ment. We don’t want to tie your hand, like they are tied now. 

Mr. Cunnrneuam. You feel you do not have that discretion at 
the present time. 

Mr. Meter. To take options and pay a consideration? 

Mr. CunnInNGHAM. Yes. 

Mr. Meter. No, sir; we do not. 

Mr. Bares. That is the point we are trying to drive at. 

Mr. Meter. We do not. 

Mr. Bares. To put yourself in that position where you can take 
the option if you see fit. 

Mr. CunnincHam. I suppose, Mr. Meier, if you were taking 
options, it would be quite a problem to determine how long the 
option should be for. 

Mr. Meter. I think it is going to be very difficult for us to go out 
and tie up a piece of property for a period of, let’s say, 2 years. 

And our experience has indicated that from the date of a planning 
report until the date we go out and buy a tract of land, a period of 2 
years or more may elapse. 

Mr. Bares. But he has the option of accepting your terms or not. 
It is not mandatory on his part to accept your option. 

Mr. Merer. That is correct. 
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Mr. Cunnincuam. It is if you get the option. It is optional with 
the Government whether it exercises the option. But once the farmer 
signs the option, he has to go ahead. 

Mr. Meter. Once he signs it. 

Mr. Bares. The point I am trying to make: He doesn’t have to 
sign originally. 

Mr. Meter. That is correct. 

Mr. Bares. So why do we feel so sorry about him. 

Mr. Harpy. If the gentleman will yvield—— 

Mr. CunninGHAM. May | interrupt right there? 

If you get an option for more than 90 days you are going to have 
to pay more for it. 

Mr. Meter. Yes, sir. 

Mr. Harpy. | would like to ask my friend here what sort of shape 
he would be in his own district now if engineers go up there and take 
an option from a group of people and they come along and put an 
installation in there and that immediately increases the value for all 
his people on the edge, not right in there, and the poor fellow that 
= unlucky and sold that option doesn’t fare as good as the others 
there. 

Mr. Bares. I will have no difficulty with that problem because 
there is no land in my district that anybody can buy for military 
purposes. It is not that big. 

Mr. Meier. Mr. Bates, you wouldn’t suggest—— 

Mr. Bates. You can’t buy land up there to build a house, never 
mind a military installation. 

Mr. Meier. You wouldn’t suggest, Mr. Bates, in obtaining these 
options, that it be a masking operation? 

Mr. Bares. A masking? 

Mr. Meter. Well, I mean not disclosing the fact that the United 
States is interested in acquiring this land. 

Mr. Bares. Well, that wouldn’t be in accordance with your regu- 
lations there. When you go out originally you don’t tell them any- 
thing at that time. 

Mr. Meter. I think there is a considerable difference in planning 
and going out and taking an option. 

Mr. Bares. When the time comes to make an option I think you 
have a different situation. 

Mr. Meter. That is correct. I would feel it unwise that we hide 
behind some sort of masking and not indicate that the United States 
is interested in acquiring this land. 

Mr. Bates. Nobody has suggested that. 

Mr. Meter. I think it would be poor policy. 

Mr. Bates. You have to do it through second parties and that 
would be certainly different from what we do today. 

Mr. Meter. Yes. 

Mr. Bares. I wouldn’t recommend that. 

Mr. CunninGHaM. The minute you take the first option, everybody 
in the neighborhood is going to know about it before you get to the 
next one, isn’t that right? 

Mr. Meter. Yes, sir. 

Mr. Cunnivenam. As you say, you would have to take it in some 
— that would disclose the Federal Government in back of it at 
east. 
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I want to say at this point that the idea first struck me last year. 
I thought we should take options, but the more I think about it the 
more I wonder whether or not it is feasible at all. 

I am going to throw out another suggestion now, and that is the 

uestion of time, something to think about. How about in Mr. Bates’ 
district, for instance. You go in there and buy up land with build- 
ings on it that you have to buy. He says he doesn’t have any land 
that doesn’t have a building on it. And you make your appraisal. 
Couldn’t you say to the chamber of commerce, ‘Now, you see to it 
that the Government gets this land at the price we appraised it at 
or we won’t go in there.’”’ Wouldn’t that work? The chamber of 
commerce is anxious to get the business, and get the Government 
installation in there. I think we could get a tremendous amount of 
help that way. Have we ever explored that? 

Mr. Meter. Well, we have had instances where the municipality 
has cooperated, and it has been mostly in relation to Air Force proj- 
ects, and I think probably the Air Force is in a better position to 
answer that. 

I do know this, and I am going to revert from military and talk 
about civil-works projects, aah we also handle, that Congress in 
many civil-works projects requires certain measures of local coopera- 
tion. They provide all lands, easements, and rights-of-way that are 
required for a project and they will hold and save us harmless from 
any damages. 

ut in those particular projects there is a distinct benefit arising 
from them—flood protection. And it is a little different, I think, in 
a military acquisition. What you have to sell there I suppose is the 
fact that you are putting an installation at a particular locality and 
it is going to provide income. 

Mr. Cunnrneuam. Well, I know in many instances in the past 
locality or the community has been so anxious to get the installation 
there that the land has been provided to the Government free. 

Mr. Meter. Yes, sir, that is correct. 

Mr. FisHer. Mr. Chairman. 

Mr. Cunntneuam. Mr. Fisher. 

Mr. Fisner. I was interested in Mr. Hardy’s comment a minute 
ago. Of course, one of your problems is—it is not exactly your 
problem, but one of the net effects of this business of taking up land 
by the Government, particularly where there are many different land- 
owners involved, is getting uniformity in price, and value. 

I know an Army camp down in my district during the war, where 
several hundred propertyowners were involved. The acquisition 
people went out and got a lot of them to sign up and sell. “If you 
don’t sell why you will be condemned and you may not get half as 
much,” and of course, a lot of sales talk. A lot of them signed. 

Later on, with the Navy next door, across the street, they got a 
third more for their land because they didn’t sign and went into court 
and got it. You have a lot of complications there. 

After all, I can see the value of options under certain conditions. 
But my experience has been, limited experience and observation that 
I have had down in my country, that there are not many people that 
will be overpaid for that land. A lot of them have homes that they 
lived in all their life, and they have to go somewhere else and find a 
place to live and move their stock. 

By George, there are very few of them that get overpaid. 
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So I think there is that angle of it, too, not only worrying about 
overpayment but some of them get underpaid, in this whole operation. 

Mr. Meter. Mr. Fisher, in every land-acquisition program in- 
volving numerous ownerships there are three types: The ones who 
will settle without any difficulty on the basis of our appraisals, the 
others we have to negotiate, and finally after they are put in condem- 
nation they will stipulate, and then there are the cantankerous in- 
dividuals who take you right to a jury award and they invariably get 
more than the first man that signs up. There is no way you can pre- 
vent it. 

Mr. Fisuer. That is right. 

Mr. Harpy. But in most cases he doesn’t get any more himself. 
He is just feeding the lawyers. 

Mr. Meter. Well, that is correct, and he is probably acting on the 
advice of his attorney, too. 

Mr. Fisuer. Now, one other thing while I am questioning you. 

You made a statement a while ago that wasn’t clear to me, that the 
measure of price or value is determined as of the date of the authoriza- 
tion of the project, subject to legitimate increases that would naturally 
occur, such as if oil was struck on the land, I guess, or something in 
the interval. 

Of course, if you go into court, the determination there is made, 
wouldn’t it be, as of the time that the court renders its decision or 
the verdict is made as to the value as of that moment; is that correct? 

Mr. Meter. Not as of the date of the jury award but as of the date 
of the taking. 

If a project was authorized in 1953, we filed a declaration in 1954, 
and there was a jury award in 1955, it would be from 1954. 

Mr. Fisuer. I see. The day of the declaration rather than the 
day of authorization, then? 

Mr. Meter. That is correct, sir. The date of authorization is the 
date fixed which prohibits any enhancement in the value of property 
occasioned by the project. 

And a good illustration of that, Mr. Fisher, is a reservoir. That 
undoubtedly enhances the lands around the lake. 

Mr. Fisuer. Yes. 

Mr. Meter. But the date of authorization is the date, allowing for 
any other legitimate increases. 

Mr. Fisuer. You have a regulation or is that written into the law? 

Mr. Meter. Sir? 

Mr. Fisuer. Is that written into the law or is it practice? 

Mr. Meter. It is not a regulation. It is the law. 

Mr. Fisner. It is in the law? 

Mr. Meter. Yes, sir. 

Supreme Court decision. 

Mr. Cunnincuam. Mr. Hardy. 

Mr. Harpy. I would just like to ask if Mr. Meier has any deep- 
seated conviction that the jury is not impressed by changes in values 
that have taken place since the date of the taking but before the court 
action? 

You know very well that a juror sitting there listening to this thing 
going to fix the value of that property is bound to be influenced by an 
elevation in prices which has occurred since the actual taking. 

Mr. Meter. That is correct. 

You never know what is in the mind of a juror, Mr. Hardy. 
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Mr. Harpy. That is just exactly what I am talking about. So you 
might have——- 

Mr. Meter. On a nationwide basis, on cases that go right down to a 
jury award, represent about 10 percent of our total program. The 
awards run on a nationwide basis about 25 percent in excess of our 
appraisals. 

Mr. Cunnincuam. I presume it is next to impossible to get a jury 
but what at least 1 or 2 members on it are intrinsically influenced some 
way or know something about those values. 

Mr. Meter. That is correct, sir. 

Mr. CunninGuam. Have some relative or someone. 

Mr. Meter. Yes. 

Mr. Cunnincuam. It is just next to impossible to get a wholly im- 
partial jury, is it not? 

Mr. Meter. In some parts of the country, the jury awards are 
ridiculous. In other parts of the country, they are pretty consistent 
with our appraisals. And once an award has been made, there is 
practically nothing you can do about it, if there has been no error in 
the trial. 

Mr. Harpy. So the fact that the law stipulates there shall be no 
enhancement after the date of the taking does not have anything to 
do with the way a juror thinks. 

Mr. Meter. He is told what the law is by the judge. 

Mr. Fisuer. Of course, it is a question of fact for the jury to decide 
anyway. 

Mr. Merer. Yes, sir. 

Mr. Fisuer. What is the justment of the value, regardless of when 
the time is. 

Mr. Cunnincuam. Did vou ever consider, Mr. Meier, the idea of 
instead of bidding and taking title, take a long term lease so that the 
seller in that case or the lessor be subject to regular income taxes 
instead of capital gains? Now, we had a little bit of success last year 
in a hearing on a matter out in California where we ordered condemna- 
tion of the leasehold and it was quite a shock to the owner. He was 
very willing to have condemnation of the title because he hoped to 
make a big capital gain profit and he wouldn’t have to pay so much 
back to the Government. Why wouldn’t that work, generally? 

Mr. Merer. Well, first of all, Mr. Chairman, it is the policy of the 
Department to acquire fee title to property upon which it is going to 
place permanent improvements. 

Mr. Keviener. It is also the law, Mr. Meier, isn’t it? 

Mr. Meter. Well, there is a difference of opinion, Mr. Kelleher. 

Mr. Keviener. | know it is a matter of some argument. 

Mr. Meter. Yes. 

Where we can in our Niki program obtain a long term lease for a 
nominal consideration without a requirement for restoration we will 
obtain a lease, but it is very difficult to get a lease under those condi- 
tions. 

Mr. CunninGuam. But if the people knew that you were apt to 
go into court, and that is what they might be faced with, they would 
be more willing to settle on a reasonable price, wouldn’t they? 

Mr. Meter. Well 

Mr. Cunnineuam. I think we are getting down now to just ordi- 
nary bargaining principles. 
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Mr. Merer. Mr. Chairman, you get into the problem of negotia- 
tions then. 

We do not like to feel that we should threaten or coerce a land- 
owner with condemnation in order for him to settle. If the land- 
owner is unwilling to settle on the basis of our appraisal, then as a 
matter of fact, we would place the land in condemnation. 

Mr. Cunninecuam. Do you run into this very often, where there 
are a number of properties that you want to get and the owners get 
together and sort of agree among themselves on a minimum price 
they are going to sell for? 

Mr. Meter. We have had the experience that in several projects 
landowners formed an association. They have been rather difficult 
to deal with. They go into condemnation, because they won't 
settle for any reasonable price. 

Mr. CunninGHAM. Well, don’t vou think in those cases where you 
know that is a fact, that you are justified in being a little more severe 
than you would in ordinary cases? 

Mr. Meier. Well, we are. 

What we do, Mr. Chairman: In our negotiation with a landowner, 
instead of horsetrading with him we offer that landowner our appraised 
value. We think that is fair. However, if we are dealing with a 
landowner who has extensive real-estate holdings and he has attorneys 
who can well represent him and the property is of value, we negotiate. 

But, again, failing to get it at the appraised value, our general 
practice is to place it in condemnation. Now, after it is placed in 
condemnation, about, oh, roughly 30 percent will go into condemna- 
tion and about 20 percent will be settled by stipulation. The other 
10 percent goes right down to a jury trial, which is always expensive. 

If we can settle rather than litigate, taking into consideration our 
costs of the trial, we will settle rather than go through a jury trial. 
We are always running a risk when we go to the jury. 

Mr. Cunninauam. Have you any recommendations, yourself, to 
make? 

Mr. Meter. Well, after my discussions with Mr. Bates, I would 
have no objection to legislation which would give us the authority, 
in the discretion of the Secretary, to obtain options for a particular 
project. I would like to have that. 

Mr. Bates. Your position is stronger than you have no objection. 
You would really like to have it? 

Mr. Meter. Yes, I would. I think it would be helpful in some 
instances. 

Mr. CunninGHAM. But not mandatory, just discretionary. 

Mr. Meter. That is correct. 

Mr. Bares. You think we could save some money in some cases? 

Mr. Meter. Yes. Thinking of valuable properties such as an in- 
dustrial property, we may. As a matter of fact, we did. And—I 
will cite as one case—the Detrola Building in Detroit which we leased 
with an option to purchase several years ago. You authorized fee 
purchase and we did acquire it for one million three. That property 
undoubtedly had enhanced in value from the time we obtamed the 
option in a lease. 

Mr. CunninGHAM. Such a bill or a law would have to contain a 
provision authorizing you to pay a certain amount for this option 
and give you some discretion there, too, would it not? 
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Mr. Meter. Yes, sir. 

Mr. CunninGuam. Could you prepare such a bill and submit it to 
the committee at your convenience? 

Mr. Meter. Yes, sir. 

Mr. Cunnineuam. I think that would be a step in the direction. 

Mr. Hardy. 

Mr. Harpy. I just want to ask Mr. Meier this. Don’t you think 
that the option proposition if authorized as an optional choice on the 
part of those that are charged with the responsibility of acquiring real 
estate might have the possibility of rather serious abuses? You get 
some eager beaver who has a project to be concerned with and go 
around and acquire an awful lot of options which he wouldn’t seal 
have any need for and might tie up a land and create an awful lot of 
mess in a community. 

Mr. Meter. No, sir. If Congress granted the authority, I just 
assume that you would grant it to the Secretary of the Army or to 
the Chief of Engineers. 

Mr. Harpy. Yes, and he would have to have authority to delegate 
and of course you never know how far down the line that delegation 
of authority is going to go—— 

Mr. Meter. The delegation of authority, Mr. Hardy, would only 
be when either the Secretary or the Chief of Engineers has determined 
that it would be advantageous. We would not delegate such an 
authority out to the field organization. 

Mr. Harpy. Well now, maybe. 

But that is a policy decision that you are making right here now 
for our benefit. And after all, if you provide the option authority 
to the Army, you would have to give it to the Navy, you would have 
to give it to General Services, perhaps, and pretty nearly everybody 
else that had the acquisition of real estate under its control. 

Now, where would this delegation of authority stop? And is there 
any way in the world that we could determine—lI don’t see how you 
could make a statement here now that your delegation would stop on 
your individual project. 

Mr. Meter. Mr. Hardy, I would suggest this, that we are now re- 
quired to come down and get clearance from your committee on an 
acquisition over $25,000. 

Mr. Harpy. That is right. 

Mr. Meter. There is no reason why there couldn’t be a require- 
ment that before we proceeded on an option program that we also 
come down and get your approval. 

Mr. Harpy. If you did, you would defeat the purpose of it. 

Mr. Meter. Sir. 

Mr. Harpy. If you did, you would defeat the purpose of it. 

Mr. Meter. Well, why, sir? 

Mr. Harpy. That is right. The fact of the matter is, it would be 
drawn out, long drawn out. <A good bit of the effectiveness of it would 
be gone. And then on top of that, the military are not the only ones 
that acquire real estate. 

Mr. Merer. Right, sir. 

Mr. Harpy. And thus far, this question of reporting back to the 
Congress has not been applied to the others. 

r. CunnINGHAM. Well, of course, real estate, Mr. Hardy, includes 
all buildings on it. I am thinking that your suggestion, Mr. Meier, 
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would be very valuable, discretionary right, where vou are negotiating 
for a plant or a single building or a single unit. Whereas, we go out 
to buy land from 50 or 100 different farmers for some site: it would 
not be practical at all to go out and get options. You wouldn’t know 
the length of time. For one individual unit involving several million 
dollars, it seems to me under the option procedure you could save the 
Government a lot of money, could you not? 

Mr. Merer. Yes, Mr. Chairman, particularly if you gave us 
authority broad enough so that in our leasing program, where we go 
out and lease a building for a special purpose as distinguished from 
leasing by General Services Administration, it would be advisable to 
allow us to obtain an option to purchase at that time. 

Mr. CunnincHam. Don’t you have that authority now, to take a 
lease with an option to purchase in it? 

Mr. Meter. We do take options to purchase occasionally, but we 
do not pay any additional consideration for it. 

Mr. Cunnincuam. Well, if you have a lease you don’t need to. 
You have consideration in the lease itself. The only reason for the 
consideration in an option is to make it legal as a rule, isn’t that right? 
Frequently, options are taken for several hundreds of acres of land 
and the only price given is $1. 

Mr. Merer. No; I don’t think so, Mr. Chairman. We are going 
to have to pay a valuable consideration for any options that we obtain. 

Now, it may be on a lease with an option 

Mr. CunninGuHam. If you get a long time option, yes, but a short 
time option you don’t have to pay much for. 

Mr. Meter. No. 

But, remember, Mr. Chairman, it does take a period of time to get 
an estimate in a budget, authorization, and appropriation. I mean, 
you can just estimate a year to a year and a half. 

Mr. CunninGuam. | think in preparing the draft of this bill, Mr. 
Meier, you better be careful on the clause where you are authorized 
to pay for these options. 

It must not be wide open. You see what I am driving at? 

Mr. Meter. Yes, sir. 

Mr. Ke.uener. Options have a market value just like anything 
else, don’t they? 

Mr. Meter. Yes, sir. 

Mr. Cunnitncuam. Yes, but the Federal Government would not be 
selling them on the market value. They do to individuals, no question 
about that. 

Mr. Kettener. No. What I mean is that there must be a sum 
certain that is determinable as the worth of an owner giving up his 
right to sell to anybody else for a year or any other given period. 
That is a determinable figure, just as the value of the land is a 
determinable figure. 

Mr. Meter. Yes. 

Mr. Cunnincuam. That is right, Mr. Kelleher, for the person who 
purchases the option, but not for the giver of the option, but in this 
case, the Government would be the purchaser of the option. The 
Government would not be marketing that like a certificate of stock. 

Mr. Oh, no. 

Mr. Cunnincuam. But if you or I go out as individuals and take 
an option on a piece of ground, we could sell that the next day to 
Mr. Bates and Mr. Nelson for a profit. 
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Mr. Oh, yes. 

Mr. Cunnineuam. That is what you are thinking of. 

Mr. No. 

Mr. Cunnincuam. I don’t think that would apply to our case, 

Mr. Kewvener. I was thinking, and it is not uncommon with 
American Telephone & Telegraph, or the Dupont Co., or any of those 
large companies, to take options in exactly the same way that the 
Government would take them. 

No; I was not thinking of going into the real estate business. 

Mr. Meter. Mr. Chairman, much interest has been expressed in 
our appraisals 

Mr. Cunnincuam. I beg your pardon, I didn’t hear you. 

Mr. Meter. Much interest has been expressed by your committee 
and the Senate Armed Services Committee in our appraisals and I 
would like to have the opportunity——— 

- Mr. Cunnincuam. I think we can pass to the next subject, Mr, 
leier. 

I think we have covered the option. And you will submit a formal 
draft or a draft of the bill that we might consider. 

Mr. Meter. Yes, sir. 

Mr. Cunnincuam. Thank you. 

Any questions that anvone has before we pass on? 

Mr. Bares. Unless he had some information he wanted to relate 
to us, 

Mr. CunninGuam. I thought he wanted to pass to the next subject. 

Mr. Meter. Well, what I had in mind, Mr. Bates, is to very briefly 
outline the valuation process which we go through and the experience 
of our appraisers. 

I think it is highly important that we do that. 

If the chairman has no objection, I would just like to take a few 
minutes. 

Mr. Cunnincuam. I think that would be very good. Go ahead. 

Mr. Meter. As I explained, the real estate planning report is not 
the figure upon which we buy a tract of land. 

It is the detailed tract appraisal which is made after we have 
authorization, the appropriation and all the requisite clearances to 
proceed with the acquisition. 

This appraisal takes into consideration all of the elements of value 
in a particular property. It is based on comparable sales of com- 
parable properties in the locality. The appraiser is required to walk 
and examine not only the land he is appraising but also the comparable 
sales lands. 

He is also required if he notices anything unusual with a particular 
sale to endeavor to find out the basis for the sale. 

He gives consideration to the condition of the soil, the condition of 
the improvements, and to the element of severance damage. 

Our staff appraisers, approximately 125 of them now throughout 
the country, have had on an average of 20 years of experience. They 
are sincere and they are honest, and capable. 

Whenever necessary, we supplement the staff appraisers with con- 
tract appraisers. 

Recently, we asked the American Institute of Real Estate Ap- 
praisers, which is recognized, as the outstanding authority in the 
country on the subject of appraisals if they would be so kind as to 
review our procedures and the experience of our appraisers. 
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Mr. Keefer, the president of the real estate appraisers, appointed a 
special committee, who spent several days in our office, going over our 
procedures, asking questions and examining the qualifications of our 
staff appraisers and our contract appraisers. 

I would like to read for the record the findings of this special 
committee. 

Review and discussion at length, it is our considered opinion that in general 
and taken as a whole, the policies, standards, and procedures, are sound and 
tend to reflect contemporary thinking on the subject. 

With respect to the qualification of appraisers they said this: 

We have reviewed the qualification of both the staff appraisers and the contract 
appraisers of the Corps of Engineers by reading their personal biographies. 
Our conclusions are in general the staff men are qualified to do the bulk of the 
work and the nature of the appraisal in the value of ranches, farms, et cetera. 
The contract appraisers appear to have good qualifications. Many of them are 
members of the American Institute of Real Estate Appraisers, and have national 
reputations. Those appraisers who are not known to us appear to have been 
qualified for the type of a job assigned to them. 

And there is one further paragraph in connection with our training 
of appraisers. We last year sent 30 of our appraisers to school for 
2 weeks, schools conducted throughout the country by the American 
Institute of Real Estate Appraisers, and this year we are sending 40, 
or more than 50 percent of our appraisers. 

The special committee said: 

Our review of the general policies of the ccrps and the qualification of the men 
employed leads us to think that an outstanding job is being done in elevating the 
standards of practice of the staff of appraisers. Each year the corps sends a large 
number of its appraisers to case study courses conducted by the American Insti- 
tute of Real Estate Appraisers. Each year the corps holds appraisal conferences 
which are attended by the appraisers in the various divisions. 

We have in the past 2 years been holding appraisal conferences 
throughout the country and getting the staff appraisers from our 
various projects and having discussions lasting from 2 to 3 days. 

Mr. Cunninauam. Pardon me. At these seminars or conferences 
you have in the localities, do you have men in there who are familiar 
with the local conditions, local values, to help? 

Mr. Meter. Yes, sir. 

Mr. CunniINGHAM. You don’t do your appraising entirely by a set 
ofrules. You do let the human equation enter in for each community? 

Mr. Meter. We never, Mr. Cunningham—if this is an answer to 
your question—attempt by instruction or otherwise to influence the 
judgment of the appraiser. 

Mr. CunniNGHAM. But my question is a little more than that, 
Mr. Meier. You wouldn’t for instance, in Maryland have an appraiser 
who was familiar only with values in Maine or Wisconsin or California, 
would you? 

Mr. Meter. No, sir. 

Mr. Cunnineuam. You would have an appraiser familiar with the 
values in the State of Maryland, and that applies elsewhere? 

Mr. Meter. That is correct. 

Our staff appraisers in Maryland are thoroughly familiar with values 
in Maryland. They are able to testify and qualify as expert witnesses 
in Federal courts in condemnation proceedings. 

Mr. CunnincGuam. I notice in what you read there, of this National 
Association of Real Estate Appraisers, they recognize the question of 
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severance damages. I think in every project that has been before this 
committee for approval or consideration that item has been in there, 
and always there is an amount awarded to the owner for severance 
damages, but never in any of these have I seen any consideration given 
to the fact that here is a man with 100 acres and you take half of it— 
you award him severance damages for the balance in that the value of 
what he retains is decreased. 

But never have I seen any consideration given to the fact that once 
the Army installation goes in there the remaining 50 acres that he 
holds on to the next year may be worth double rather than less. 

The fact that the Government goes in there increases the value of 
what he retains. 

Yet, we always pay him a damage for that. I would like to have you 
discuss that, Mr. Maier. 

Mr. Meter. Well, I would like, if you don’t mind, Mr. Chairman. 

Mr. Cunnincuam. Yes. 

Mr. Meter. I have with me Mr. Mack, who was formerly our chief 
appraiser in the Middle Atlantic area and is now our reviewing ap- 
praiser in the chief’s office. He has had much more experience 

Mr. Cunnincuam. I would be glad to hear from him, but I don’t 
oe to interrupt your continuity, if you want to finish something 
else. 

Mr. Meter. No; I am finished. 

Mr. Cunnincuam. All right, Mr. Mack. 

Mr. Mack. Well, when we make an appraisal of a property that is 
to be severed, we take the landowner out in the field with us and have 
him point out all the good features of his farm or if it is a residential 
property point out all the good features of his residential property and 
spend a day or so in the field with him. After we are through, we try 
to make an unbiased opinion. 

I will deal with myself particularly. After I have reviewed that 
‘aot ante property, I talk to 3 or 4 bankers in that particular neigh- 

orhood, especially the real-estate section thereof. I ascertain from 
them what the market condition has been in that particular area for 
the past 3 years. 

I further ask him what the particular market will be in the next 3 
years. If they can, I ask them to give me a percentage basis of what 
the inflation will be or whether the market will remain static. Then 
1 talk to the local agricultural agent, if it is a farm property, and study 
the soil conditions with him, how much crops it produces per year, 
and what rating the farm has. 

Subsequently, I go to the county records and find out any recent 
real-estate transactions within the past 5 years that are close to him 
or bound him. I seldom if ever go out any great distance. I try to 
get as close to his property as possible. 

I look these properties over, after talking to either the grantor or 
the grantee of that particular sale. I familiarize myself with all the 
conditions that preceded that particular sale, to ascertain whether it 
was a forced sale or whether it was a legitimate sale, that is a willing 
pe a and a willing seller. 

hen I go out on a particular comparable sale and look at it and 
talk to the owner and ask him if he would be kind enough to take me 
through his buildings and see what condition they are in. 

Then I go back to the triple A and ascertain the productive capacity 
of that particular farm, and what its rating was. Then I would talk 
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to the county agent that made a loan to assist him to purchase that 
particular property and the conditions that were imposed upon him. 

Then I would spot those particular sales in relation to that partic- 
ular property and plot them on the map. I would spot and plot the 
past real-estate trends and the anticipated future real-estate trends 
and try to establish in my mind what the impact on the contiguous 
areas to that Government installation would be. 

Mr. Cunnincuam. Well now, stop right there. 

In doing that, do you take into consideration also the advantage 
that the Government installation will be to the value of the land re- 
tained by the owner? I have never seen any credit given for that. It 
is always paying the owner something in the form of severance dam- 
ages. I think within a year or two the land he has left will be worth 
several times as much as it was at the time you bought part of it. 

Mr. Fisher. 

Mr. Fisner. Mr. Chairman, may I make this observation in that 
connection, though. Of course, he is not alone in getting the benefit 
of the increase in value resulting from the installation. All of his 
neighbors and everybody gets that. 

Mr. Cunnincuam. That is right. 

Mr. Fisuer. I would say I don’t know that that should militate 
against him in the relative evaluation factors that are involved. 
Because it is a whole community deal rather than him individually, 
and he just happens to be there along with hundreds of others. 

Mr. CunninGHAM. I have in mind this, Mr. Fisher. Here is a man 
that has, say, 200 acres. The Government takes 100 acres and puts 
in an installation, such as an airfield. As a result of that, the remain- 
ing 100 acres within a few years can be subdivided into lots and sold 
for $100 an acre, where he only got $100 an acre for what Government 
paid him, and yet, the Government pays him severance damages over 
and above the price per acre. That to me seems just unfair to the 
Government. And yet, it appears in all of these projects that come 
up here. 

Mr. FisHer. That is right. 

Mr. Cunnrncuam. That is what I had in mind. 

What do you know in considering the possibility of future unearned 
increment or increased value to the land retained by the owner with 
whom you are dealing? 

Mr. Meter. Mr. Chairman. 

Mr. Cunnineuam. Mr. Meier. 

Mr. Meter. I would like to revert to a reservoir project because I 
can give a much better illustration of enhancing value. 

Down at the Belton Reservoir numerous tracts were severed and we 
paid severance damage. The problem in the appraiser’s mind at the 
time be made allowance for severance damage was the highest and best 
use of that land at the time. The appraisers down there did take into 
consideration the enhancement in value that would be created by the 
pang and did make an appropriate reduction in the severence damage 
for that. 

Mr. Cunnincuam. But you still paid him some severance damage. 

Mr. Meter. In some instances, yes, in others, no. 

I mean, it didn’t necessarily follow that a lake had been created, 
that all of the land around the reservoir enhanced in value. 
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That doesn’t necessarily follow. There are a number of other 
elements that enter into it, as access to steep bluffs, land where the 
topography is bad. 

Mr. Kevitener. Mr. Chairman, may I ask a question right there? 

Mr. Cunnineuam. Mr. Kelleher. 

Mr. Keuiener. It is true, isn’t it, Mr. Meier, and Mr. Mack, that 
merely because you acquire a portion of a person’s property does not 
mean that he is necessarily paid a severance value? If he owns 200 
acres that is completely divisible he would be paid the market value 
of the 100 acres and no payment would be made for severance in that 
case. That is possible, is it not? 

Mr. Merer. Not only possible, but it is probable in a number of 
cases. 

Mr. CunnincHam. I don’t recall a single project having been 
submitted to this committee that did not have an entry in it for 
severance damages, Mr. Kelleher, in all the time we have been oper- 
ating. 

Mr. Meter. Mr. Chairman, that was in a planning report. 

When the appraiser goes out and makes the tract appraisal he may 
or may not allow severance damage. 

There is one statement I would like to make—and I don’t know 
how thoroughly I believe in it myself. But I would like to make this 
statement, that when the United States acquires the land it does not 
allow any enhancement in value for the land which we are acquiring. 
What I am saying is that 

Mr. CunninGHAM. I am talking about the land we don’t acquire. 

Mr. Meter. That is right, but from a landowner’s viewpoint, he 
says, ““‘Why, you haven’t allowed me any enhancement in value for 
the land you have taken, why should you deduct an enhancement 
value on the severance from my remaining land?” 

That is the landowner’s view. 

Mr. CunnrnGHam. That is a good point, but your answer should be, 
‘why should we give you any enhancement value on the land we are 
taking since you are going to get a great increase once we establish 
this plant here?” 

Mr. Meter. Well, that is an answer. 

Mr. CunntnGuam. Now, on the contrary, though, just project after 
project comes up here where there is all the way from three, four, five 
up to seven thousand dollars where there is severance damage. 

Mr. Merer. That, again, Mr. Chairman, is an estimate of all of 
the severance damage that may occur in all of the individual owner- 
ships. And again, severance is based on the tract appraisal. 

Mr. CunnrincHaAM. Well, I am unable to see where the Government 
goes in and buys some land or some property and establishes a factory, 
a plant or an airfield of any kind—I am unable to see that the sur- 
rounding land will not be benefited and increased in value as a result 
“ what the Government does and why we should pay over and above 
that. 

Mr. Bares. The individual doesn’t always own adjoining land. 

Mr. Cunnincuam. I am talking about the individual who does own. 
He is the man we are giving severance damage to. 

Mr. Meter. I am not so sure there is always this enhancement 
value you talk about, Mr. Chairman. I don’t feel that the severed 
land in the Niki sites or at an Air Force installation enhances in value. 
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I am inclined to believe that at the Niki sites there has been a 
decrease in value, and at airfields, also, of the land immediately 
adjacent to the project. 

Mr. CunnincHam. Because of the danger—— 

Mr. Meter. That is right. 

Mr. Cunnincuam. But I understand 

Mr. Meter. The troops and the noise. 

Mr. CunnincHam. I understand the Government either buys or 
takes an option on all land where there is any likelihood of danger 
to the individual and you do that for the protection of the Govern- 
ment. 

Well, so when you get out beyond that, there isn’t any likelihood 
of a decrease in value. If there is, if you are taking that into con- 
sideration, then I think we are buying too much acreage, in many 
instances. 

Mr. Meter. | think the enhancement in value occurs when you 
get a distance away from the boundaries of your installation. 

Mr. Fisuer. It might not be true in case of a construction of a 
lake where you have recreational purposes. 

Mr. Meter. That is entirely different because that is for recrea- 
tional purposes, Mr. Fisher. 

Mr. Fisuer. Yes. 

Well, go ahead. 

Mr. CunninGuam. | don’t imagine, Mr. Meier, that there is any- 
thing we can do in the way of legislation about this. But I was 
anxious to discuss it with you this morning, gentlemen. I think it 
ought to be given serious consideration. Because if it was one or 
two instances I wouldn’t feel so badly about it, but I have noticed it 
in every one in recent months, particularly we have had before this 
committee, where there is always an item of severance damages. 

Mr. Fisher. 

Mr. Fisuer. Let me ask you this question. As a matter of actual 
practice—of course, as you say, we deal mostly with it in the planning 
stages rather than the consumation of the deal. As a matter of fact, 
in practice, is it the general rule that you do pay severance damages 
for part of the land, or is that exception rather than the rule? 
fe Mr. Meter. Severance damage, Mr. Fisher, is a rule of law. It is 
an application of the rule, where the appraiser finds that a diminution 
in value of the remainder of the estate, it is incumbent upon him to 
make an allowance for it. 

Mr. FisHer. Does he usually find that is true? I was wondering 
as a matter of actual practice. 

Mr. Meter. Could you from your experience answer that? 

Mr. Mack. I would say on practically every case that is severed— 
I would say that in 95 percent of the cases, severance damages are 
involved. 

Mr. Fisuer. I see. 

Mr. Cunnineuam. I don’t recall one that has been before us that 
didn’t have it in it. 

Mr. Meter. We attempt to avoid severance damage, and you 
might just, by way of illustration, mention those two cites that you 
had up with me the other day on the roads. 

Mr. Mack. We had a Niki case, sir, within the last day. We 
needed certain acreage for a launcher area, and the taking severed 
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the entire property in a very irregular way and it made it impossible 
for that farmer to use the residual area, either for harvesting crops 
of for any other purposes. The appraiser appraised the taking—it 
was a 90-acre farm—at $40,000. The small acreage he had appraised, 
including the severance damage, amounted to $40,000. So we 
approved the purchase of the entire farm rather than pay that sever- 
ance damage. 

In the future, after our use terminates, we can dispose of it and 
realize a benefit. 

Mr. Fisuer. Jt is certainly more advantageous to the Government 
to proceed that way, I would think, than pay the severance damages, 
where a small amount is involved. 

Mr. CunninaHamM. May I ask this question: Do I understand this 
is mandatory under the law, that you consider the question of 
severance damages? 

Mr. Mack. en we render testimony in the Federal courts we are 
required to estimate the fair market value of the entire property prior 
to the taking by the Government of a portion thereof, and subsequent 
testimony is the valuation of the property remaining and the difference 
is the valuation of the part taken, including severance damages. 

Mr. CunntnaHamM. Could you suggest an amendment to the law 
whereby it would be more discretionary with you? 

Mr. Meter. It is law based on court decisions. 

Mr. CunntneHamM. Oh. We could correct that. 

Mr. Fisuer. Well, that is an element in damage. 

Mr. Keviener. That is the fifth amendment, just compensation. 

Mr. Meter. It is an element that makes up just compensation. 

Mr. Fisuer. That is correct. Under the Constitution, that is one 
of the elements of damage that that man suffers. Under the Constitu- 
tion, why you can’t take land without just compensation. 

Mr. Cunnrncuam. Any more questions on this subject? I think 
we have explored it. 

Mr. Knorr. Mr. Chairman. 

Mr. Cunnrnauam. Mr. Knott. 

Mr. Knorr. I was just going to make this observation, Mr. Chair- 
man. I think there is this characteristic, of the kind of acquisition 
that we are doing these days that needs to be borne in mind. We are 
not going into many communities and establishing new military reser- 
vations, but we are going to establish military reservations and, 
a in a sense paying for our lack of foresight 10 years ago in 

uying a fully adequate area at that time or perhaps there have been 
recent developments in implements of warfare that now require the 
expansion. 

Certainly that is true in the case of planes that now require the ex- 
pansion of an existing base, one established 10 or more years ago, 
around which private developments have occurred. 

So we do run into the problem of either buying an entire adjoining 
property with its high cost or a severance. And quite often we are 
confronted with the problem as to whether, when we find that the 
taking is so much of the whole, that the cost of severance will amount 
to the taking of the whole 

Mr. CunnincHaM. Then you take the whole. 

Mr. Knorr (continuing). Well, then we are concerned about 
whether in this taking of the whole, if we were to reach out and take 
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that additional acreage, whether we are taking it primarily for public 
purposes or whether it is not in fact strictly an element of damage. 

Mr. Cunnincuam. All right. Now carrying that through, Mr. 
Knott, here is a man with 200 acres, and you need 100 acres of it, but 
you decide you can buy the additional 100 acres for almost as low a 
figure as you would have to give him in severance damages. You take 
that. Now the man beyond him has a couple of hundred acres in his 
farm. He comes in and claims he is damaged then. He has as much 
right to claim damages as the man has for severance pay. 

Mr. Knorr. No. 

Mr. CunnincuHam. If the fact is that the Government is in there 
and the severance is going to decrease the value of his property? 

Mr. Knorr. Of course, it doesn’t go that far. 

Mr. CunninGuam. | think it is working against the Government all 
the time. 

Mr. Knorr. That isn’t a severance. 

Mr. CunninGuHam. No, it isn’t a severance. 

Mr. Knorr. No. 

Mr. Cunnincuam. But he has a right to come in and claim that 
because of the Government installation going in there he is damaged, 
if the man who gets severance damages is damaged. 

P Mr. Knorr. Well, he doesn’t get anywhere. That is consequential 
amage. 

Mr. CunninGHAM. I see that we have only about 30 or 40 minutes 
left this morning, and we have another problem that we did want to 
get into; and unless some member of the committee has a question I 
am satisfied with the discussion on this so far. 

And you are going to bring up a bill on the option matter, Mr. 
Meier? 

Mr. Meter. Yes, sir. 

INSURANCE 


Mr. CunninaHam. Now, I would like to discuss—and I don’t 
know that you gentlemen are the ones to take it up with or not—this 
question of insurance. I may say that it first came before this com- 
mittee last year when one of the admirals of the Navy came up and 
asked our approval for the extension for a period of time of a lease on 
a pier in New York City. I believe it was pier 29. 

When we looked at the lease—as I recall, it was about $110,000 a 
year, was the rental—we found an item in there for $15,000, of the 
$110,000, which was for fire insurance. Yet the city of New York, 
that we were leasing it from, is its own insurer, and the admiral 
admitted that, and the Government is its own insurer. 

It appeared to the members of this committee that we were just 

aying $15,000 a year that was entirely uncalled for and unnecessary, 
tad we have no insurance on the Pentagon, on this building, the 
Capitol, or on a battleship or post-office building or any thing the 
Government owns, and the city of New York doesn’t have any 
insurance on the pier. We were just paying that as a gratuity. 

The next thing that came forward was how many leases did the 
Navy have, all told. As I recall, the testimony showed about 1,500. 

The next question was how many of these leases, such as where the 
Government leased the entire property, not just a portion of a prop- 
erty, like several floors of an office building—and we would have to 
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admit that the owner would have to carry insurance for the balance 
and we would probably have to pay for it—but where we leased the 
entire building or the entire project, are we also paying for insurance? 
Well, the number was startling out of the 1,500. I have forgotten 
the exact figure, but it was around 50 percent of it. 

Now, what we are interested in is how many leases does the Army 
have and on how many of those leases have we been paying insurance? 
I want to conclude my statement with this: Any leases already entered 
into, we couldn’t change, because that would be breaking the contract, 
but for future policy we ought to have some established rule whereby 
the Government doesn’t pay insurance when it is its own insurer. 

Will vou proceed, gentlemen? 

Mr. Knorr. Mr. Chairman. 

Mr. Cunnrnauam. Mr. Knott. 

Mr. Knorr. One of the circumstances there in connection with the 
Navy case that struck me was that the city of New York was its 
own insurer. 1 understood that this $15,000 was the amount which 
they were paying for insurance. 

Mr. FisHer. | think that is correct. 

Mr. Ketuener. That is correct. 

Mr. Knorr. The reason I had some familiarity with that was that 
about the same time the Army was before this committee with a 
project covering other piers belonging to the city of New York. They 
were the Staten Island piers. As I recall, those lease projects before 
the committee were here for some time, principally because of the 
essentiality review that took place last year. During that time, the 
city became a little anxious because their premiums came due, a 
sizable amount, and they wrote some letters urging the approval 
of the lease projects so they could pay the premiums. 

Mr. Cunntncuam. Wait a minute. Do I understand that the city 
of New York was paying insurance? 

Mr. Knorr. That is my understanding, yes, sir. 

Mr. Cunnincuam. And yet the city of New York is its own insurer. 
, — Knorr. I don’t understand the latter to be so. That wouldn’t 

ollow. 

Mr. Cunnincuam. Do I understand the city of New York pays 
insurance on city hall? I think not. 

Mr. Knorr. | am talking about the piers. I don’t know what they 
do with respect to public 

Mr. Cunninauam. Let’s drop it and go to the next question. Are 
there any circumstances, then, where the Federal Government, does 
pay insurance when it wholly owns the property? I don’t believe so. 

Mr. Knorr. No, sir, not the Federal Government. 

Mr. Cunnineuam. All right. And I don’t believe, as a rule, any 
city buys insurance where it wholly owns the property. Now, if, in 
this case, the city of New York was doing it, it is certainly an unusual 

rocedure. I don’t know of any city in the United States where they 
uy insurance on a wholly owned city property; do you? 

Mr. Knorr. I don’t know of any, no, sir. However, in this case 
the information that the Army had, with respect to its leasing on 
behalf of the Transportation Corps, was that we were paying a rental 
of about $606,000—I believe the committee approved that figure— 
and that out of that the city of New York was paying an insurance 
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premium of $191,820, which actually is about 30, a little better than 
31 percent of the lease rental. 

Mr. Cunnincuam. Well, did you find any reason why the city of 
New York was paying that? 

Mr. Knorr. The only thing that suggests itself right off is that this 
is the type of property which is a conspicuous risk from an insurance 
standpoint. It may also be that the city of New York’s experience 
in carrying insurance may be precisely coterminous with their leasing 
of the piers to the Government, and some or all of these piers have been 
under lease to the Government since the early part of World War II. 

Mr. CunnineHam. Now, Mr. Knott, if that particular one has a 
hazardous insurance risk, that is the reason why there was such a large 
premium paid for it, wasn’t it? 

Mr. Knorr. That is right, sir. 

Mr. Cunnineuam. It just goes back to the fundamental principle. 
that the Government can’t afford to buy insurance. It is cheaper to 
be its own insurer. 

Mr. Knorr. With respect to its own property. 

Mr. CunnineHaAM. With everything. The same would be true in 
New York City. And why the Government in any lease should be 
paying for insurance, I just can’t understand. 

Mr. Knorr. Well, to follow that a little further, let’s say that you 
deducted from the $606,000, which was the fair market rental, that 
sum of $191,000, to make it even. Let’s talk about $200,000 and 
$600,000. 

Mr. Cunnineuam. Make it a $400,000 lease. 

Mr. Knorr. $400,000, and you offered it to the city of New York 
as fair market rental. Well, you wouldn’t be in negotiation long 
before you would find it necessary to proceed to the Federal court. 
There you would put on a witness, your own witness, who would 
testify that the fair market rental value for this property is $600,000. 
And perhaps their witness would testify to the same amount. Or you 
might eventually arrive at a quotient verdict. 

Mr. CunninGuam. Well, I still think that in one case might work. 
But that doesn’t justify the policy. Let’s go back to that Navy pier. 
What did we do? We disapproved it. They abandoned it. 

Mr. Keutieuer. In the Navy case, Mr. Chairman, the lease was 
disapproved on the basis, partly, of the lack of need for the pier for 
recreational purposes. In the case of the Army pier, it was approved 
in amount from which had been deducted the insurance premiums, is 
my recollection. 

Mr. Knorr. No, I don’t understand that that was so. You 
see 

Mr. Keviener. We included the insurance in the approved 

Mr. Knorr. The $606,000 was the figure that you approved. 

Mr. Yes. 

Mr. Knorr. Now out of that, the State of New York, or the city 
of New York, is paying the $191,000. Whether they pay it or not, is 
not particularly material to it. 

Mr. CunniINGHAM. That is just the question. I will bet you they 
didn’t pay a dime to any insurance company. 

Mr. Knorr. If that is fair market value, it nevertheless still would 
be. Whether they paid it or not 
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Mr. CunnineHam. You mean if you go into court in that case the 
jury would award you the $191,000 or award the city of New York 
$191,000 for insurance? 

Mr. Knorr. Well, it wouldn’t be a question of insurance. It would 
be a question of the market value. 

Mr. Cunnineuam. Indirectly that is what you are doing on the 
market value. 

Mr. Netson. Mr. Chairman. 

Mr. Cunntneuam. Mr. Nelson. 

Mr. Ne son. In arriving at your estimate of fair market value of 
$600,000, you include as an item in arriving at that estimate the 
insurance value, don’t you? 

Mr. Knorr. I think you may be right in this case, Mr. Nelson, 
because it is such a conspicuous item. And as a matter of fact, you 
have the type of facility here wherein the comparative method, which 
the criteria of market value normally used, is probably replaced by 
another test, and that is your cost data or reproduction cost less 
depreciation test. 

Mr. Newson. Well, then 

Mr. Knorr. So in such a case it would be an item to be considered. 

Mr. Netson. If the Government adopted the policy of refusing 
to pay for insurance and instead inserted in the lease a guaranty to 
the lessor that they would replace in case of fire, you would arrive at 
the rental value deducting any item for insurance, would you not? 

Mr. Knorr. That is right. 

Mr. Netson. Which in this case would yield you a fair market 
value for $400,000? 

Mr. Knorr. But the coverage, the insurance coverage that this 
money buys is in excess of $18 million. Now, we would have to 
provide that the city would not carry insurance and that the Govern- 
ment would indemnify the city for that loss. 

Mr. Netson. That is right. 

Mr. Cunninacuam. That is right. 

Mr. Knorr. To the extent of $18 million. 

Mr. Cunnineuam. There is no question about that. 

Mr. Knorr. Right. 

Mr. Cunnincuam. The Government being its own insurer would 
have to do that. But the point I am getting at: With all these leases, 
how much money is the taxpayer losing by paying out insurance 
when the Government is its own insurer? 

Mr. Knorr. Right. 

Mr. Cunnineuam. If this building here is destroyed by fire or in 
any other means. 

Mr. Knorr. Yes. 

Mr. Cunnincuam. The Government rebuilds it. 

Mr. Knorr. Yes. 

Mr. Cunnineuam. There is no insurance on it. 

Mr. Knorr. Right. 

Mr. Cunnincuam. The Government is too big to buy insurance 
from a company of lesser size. 

Mr. Netson. Mr. Chairman. 

Mr. Cunnincuam. Mr. Nelson. 

Mr. Netson. Mr. Chairman, I think it would be interesting, if it 
is not too difficult a job, for the services to find out how much they are 
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paying in their leases for insurance and also to give us some idea of the 
fire-loss experience that the Government has had over the past 10 years 
in leasehold buildings. 

Mr. Knorr. The experience of the owners? 

Mr. Newson. Yes. 

Mr. Knorr. Well, we have made a survey of about 125 such struc- 
tures as the chairman has mentioned, that is, structures where the 
Army is leasing the entire facility. Because as he pointed out—— 

Mr. Cunnincuam. Obviously if you are only leasing part of it, 
there isn’t any issue. 

Mr. Knorr. That is right. So actually in the Army experience 
there are around 125. So we went, of course, to the lessors, because 
that is our only source of information, as to what his coverage is. We 
found the greatest variety of coverage. In a few instances the lessor 
was carrying rental insurance. Whether that was an occupancy factor 
or whether he was afraid the Government wouldn’t pay the rental— 
1 don’t know what that covers. 

Mr. Netson. You don’t mean that the Government was reimburs- 
ing him for the premiums paid on rental insurance? 

Mr. Knorr. No. I am saying that it is difficult, it was difficult in 
this analysis, to arrive at any reasonable figure as to what percent of 
it was, let’s say, normal insurance coverage—fire and extended 
coverage. Some was fire only, some extended coverage, and so on. 

We received responses from—well, the great majority, 97 out of the 
125 orso. The others either didn’t chose to answer or carried no insur- 
ance. 

Mr. Netson. What I don’t understand is this: Why did you have 
to go to the landlords to get that information? Isn’t that information 
contained right in your lease? Don’t you know how much you are 
paying for insurance? 

Mr. Knorr. No, sir. We are paying fair market rental. We are 
paying the going rate for building space, and that, of course, is what 
these facilities are, for the most part. 

Mr. Cunnincuam. Pardon the interruption. 

Mr. Knorr. Yes, sir. 

Mr. Cunnincuam. On the Navy lease there was a breakdown 
showing an exact figure of about $15,000 a year for insurance. 

Mr. Knorr. Well 

Mr. Cunnineuam. Don’t you have that in your leases? 

Mr. Knorr. Not where you are dealing with office or other similar 
building space, where the most reliable index to value is the going rate 
rather than the unusual facility, like a pier, where you have to resort 
to reproduction less depreciation as your index to value. 

Mr. Cunnincuam. Well, let me—if the gentleman from Maine 
will yield—ask you this. If you rent an entire office building, for 
example, and in fixing the rental with the landlord, is there no dis- 
cussion where you say to the owner, “Here, you will have no fire 
insurance to carry, therefore we want a reduction in the rental value 
for that reason because the Government is its own insurer’’, doesn’t 
that conversation take place? 

Mr. Knorr. No, sir. 

Mr. CunninGuam. It doesn’t? 

Mr. Knorr. Not in the case—— 
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Mr. Cunnincuam. Then in that case we are paying an additional 
rental because of the insurance that the man carries. 

Mr. Knorr. Let me give you a summary 

Mr. Fisher. Mr. Chairman, let me ask you one question there. 

Mr. Cunnincuam. Mr. Fisher. 

Mr. Fisuer. To get this clear in my mind—would you have the 
authority to put, under law, a provision in a lease whereby the Govern- 
ment would agree to pay for the loss of the building in event of fire? 

Mr. Knorr. No, sir. 

Mr. Fisner. You wouldn’t have any such authority. The Congress 
must authorize and appropriate the money. The Army can’t. So you 
couldn’t put that kind of a thing into the contract, could you? 

Mr. Knorr. No, sir. 

Mr. CunninGcuam. If you don’t have the authorization, we could 
easily give it to you if you get the facts before Congress. 

Mr. Knorr. Yes, sir. 

Mr. Harpy. Mr. Chairman. 

Mr. Cunnineuam. Mr. Hardy. 

Mr. Harpy. Suppose you had legal authority for entering into such 
a lease, what would be the administrative problem in case of a loss, 
in determining the amount of the loss? Suppose the building burned 
down. Suppose you were occupying the entire building. Would you 
have a responsibility for replacing that building with a new building? 
Would you have to adjust it on the basis of depreciated cost? 

Mr. Knorr. I think no insurance company would pay the full 
coverage. They would adjust it, no matter what your 

Mr. Harpy. I am just trying to figure out where we would stand. 
That means, then, if you had that kind of an arrangement, you would 
have to have set up within the governmental agencies an insurance 
adjustments bureau. 

Mr. Knorr. In a sense that is so. 

Mr. Harpy. Then it would not under any circumstances lend itself 
re : situation where the Government was leasing only a portion of a 

acility. 

Mr. Knorr. I think not. Then there is the changing occupancy 
factor, too. 

Mr. Cunninauam. Mr. Bates. 

Mr. Bares. Mr. Chairman, I wonder if we could have the responses. 
You had 97 responses to your inquiry? 

Mr. Knorr. Yes, sir. 

Mr. Bates. What was the cost and what was the damage? 

Mr. Knorr. Well, the area—just giving the summary information. 
The total area in these buildings is 623,123 square feet, with a rental 
of $389,820. The insurance premiums being paid totaled $15,308, 
for a percentage of 3.93. 

So that your insurance factor there—out of the fair market rental 
that we are paying—is only $15,000, out of about $389,820. 

Mr. Bares. Any other figures there? I think the fire insurance 
companies are going broke down in your territory, Clark. 

Mr. Fisuer. This is nationwide. 

Mr. Harpy. I think a more pertinent approach to this problem, 
Mr. Chairman, might be determine, first of all, as to what the average 
earning is of private insurance companies expressed as a percentage 
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of premiums paid. Because, actually, what the Government is doing 
is paying the premiums in its rental cost. 

I think that we would have to assume that governmental losses on 
leased property would be approximately the average. So then the 
amount of excess which we are paying would be reflected in the per- 
centage of earnings of the insurance companies, fire insurance com- 
panies, expressed as a percentage of the premiums charged. 

Mr. CunninGHam. That is pretty complicated for me, but I think 
Lunderstand you. 

Mr. Bates. Do you have the damage figures? 

Mr. Knorr. What? 

Mr. Bares. Damage figures? 

Mr. Knorr. The overall coverage? 

Mr. Bates. Damage figures? 

Mr. Knorr. No. 

Mr. Bares. You have given us the insurance figures. You have 
given us the rental figure. Do you have the damage figure, how much 
the insurance companies had to pay out? 

Mr. Knorr. No, I have no figures on that. I don’t know of any 
cases, as a matter of fact. 

Mr. CunninGHam. Do you gentlemen have any recommendations 

ou can make to the committee in the way of legislation that we can 
in turn recommend, that would save the Government some money 
on this? 

Mr. Knorr. Do you feel, Mr. Chairman, that the amount involved 
here is enough? 

Mr. CunninGHAm. Oh, I certainly do, when you take all the leases 
of all the departments of defense. 

Mr. Knorr. Well, of course, we have a bad example in these piers. 
As a matter of fact, I believe Mr. Kelleher indicated that the Navy 
eventually worked out of the use of that facility. We certainly don’t 
expect any increase and may look toward a release of some of the 
facilities. 

Mr. CuNNINGHAM. Well, of course, it extends even beyond the De- 
partment of Defense. Now, I don’t know. It is a matter I want to 
look into. But in Des Moines, Iowa there is an office building wholly 
owned by the Veterans’ Administration. 

Mr. Knorr. Oh, yes. 

Mr. CunninGHAm. Of course, there is no insurance there. 

Mr. Knorr. That is right. 

Mr. CunninGHAM. They rent other places in the United States. 
Now, if we don’t pay for insurance where we wholly own a building, 
why should we pay for insurance where we wholly rent a building? 

Mr. Knorr. It is a difference in the ownership, I think. 

Mr. Cunnincuam. I don’t see it. What we are concerned about is 
what can you do to help us in working together to work this out so that 
the Government will not be losing the money it has been losing? 

As I see it, there is an open gate here that we ought to close. 

Mr. Bares. Mr. Chairman, can I pursue this? 

Mr. CunninGHAM. Oh, excuse me, Mr. Bates. 1 thought you had 
finished. 

Mr. Bates. Are you sure, Mr. Knott, that the insurance costs for 
these particular properties were $15,000? 

Mr. Knorr. Yes, sir, I am certain of that. 
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Mr. Bates. Now, that is out of 125 total leases that you have, 97 
responded? 

Mr. Knorr. Yes, sir. 

Mr. Bates. So you might jack that figure up, say to $20,000? 

Mr. Knorr. Well, out of those—— 

Mr. Bares. Just roughly. 

Mr. Knorr. Oh, perhaps, assuming that some of them carried in- 
surance, but they didn’t choose to report it. 

Mr. Bares. What would it cost you down here to run this operation 
yourself? 

Mr. Knorr. Well 

Mr. Bares. $20,000 wouldn’t go very far, would it? 

Mr. Knorr. Probably not. Of course, the thing that is still diffi- 
cult for me to understand, Mr. Bates, is that as a practical problem, 
if the going rate for space is $1.75 a square foot and—that is the figure 
the lessor wants, whether he carries insurance or not. Maybe he 
doesn’t want to carry insurance. Some of them don’t. But suppose 
you say, because that is an element just as you are furnishing heat 
and eo things, ‘‘we are not going to offer you but $1.60,” and he 
says “I won’t deal with you on that basis.’’ Then you go to court 
and you are going to pay the fair market value or rental because that 
is the accepted test. 

Mr. Bates. But if you don’t have a fire, if you don’t have any 
damage. 

Mr. Knorr. Yes. 

Mr. Bares. It will still cost you this $15,000 to run this operation. 

Mr. Knorr. Oh, I think so. 

Mr. Bates. Then if you have fires or other damage on top of it, 
you are losing money? 

Mr. Knorr. That is right. 

Mr. Bates. I don’t see how the insurance companies do it that 
cheaply. 

Mr. Knorr. I don’t, either. 

Mr. Bares. You got to be very careful of getting into this kind of 
business. If the figures you have given us here indicate the results, 
possible results. 

Mr. Mr. Chairman. 

Mr. Cunninauam. Mr. Kelleher. 

Mr. Ke._vener. May I correct the record in one respect? 

Mr. CUNNINGHAM. Mr. Kelleher. 

Mr. Ketuener. At least amplify it. My recollection of the insur- 
ance doubtless was incorrect on the Staten Island piers. But what 
actually did happen was: The project was submitted in the amount 
of $710,000. 

Mr. Knorr. That is right. 

Mr. Keiiener. And was approved in the amount of $610,000. 

Mr. Knorr. That is right. 

Mr. Ketiener. And apparently I was incorrect. But my recollec- 
tion was that the difference of $100,000 was supposed to cover the 
insurance aspect of it. 

Mr. Knorr. That may be so. 

Mr. Kevuener. I think that was the sense of the committee at. 
that time, in any event. 

Mr. Knorr. Yes. 
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Mr. Kewiener. That $100,000 was knocked off the project as 
submitted on the theory that you shouldn’t pay the insurance. 

I understand, subsequently you did get the piers, coincidentally, 
perhaps, for the lower figure 

Mr. Knorr. For $600,000. 

Mr. Ketuener. Which did indeed include the insurance? 

Mr. Knorr. That is right. 

Mr. Right. 

Mr. Cunntneuam. In view of the importance of what is ena 
up in the House today, we can’t continue longer this morning. 
wish to thank you gentlemen for the help you have given, and we may 
pursue this further in the future. 

Mr. Ketuener. Off the record. 

(Discussion off the record.) 


